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IN THE MATTER OF THE PROPOSED DOCKET NO. RG-00000A-15-0098
AMENDMENTS OF THE PIPELINE SAFETY
RULES A.A.C. R14-5-202, R14-5-203, R14-5-204,
R14-5-205, AND R14-5-207. NOTICE OF FILING
STAFF RESPONSES TO COMMENTS
Staff hereby provides notice of filing the attached Staff Responses to Comments in regards to

the above captioned matter.

RESPECTFULLY SUBMITTED this 26" day of January, 2016.

M e

Charles H. Hains

Attorney, Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

(602) 542-3402

Original and thirteen (13) copies of the Arizona Corporation Commission

foregoing filed this 26" day of January, DOOK=Te i
2016, with: o e
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CoEy of the foregoing mailed this
26™ day of January, 2016, to:

Robert E. Marvin, Division Director
Safety Division

2200 North Central Avenue, Suite 300
Phoenix, Arizona 85004

Jennifer Crapisi

Abbott Laboratories

1250 West Maricopa Highway
Casa Grande, Arizona 85193

James Payne

Alliant Gas

2000 East Frontage Road
P.O. Box 3025

Page, Arizona 86040

James Payne

Alliant Gas

200 West Longhorn Road
Payson, Arizona 85541

Joseph Covello

ALT - Applied Technologies
5499 West Needle Mountain Road
Topock, Arizona 86436

Johnny Penrod

Arizona Public Service
4606 West Hadley

P.O. Box 53999
Phoenix, Arizona 85043

Scott Vickers

Calpine South Point

3779 Courtwright Road

P.O. Box 5619

Mohave Valley, Arizona 86440

Frank McRae

City of Mesa

640 North Mesa Drive
P.O. Box 1466

Mesa, Arizona 85211-1466

Justin Burnett

City of Safford Utilities

405 West Discovery Park Blvd.
Safford, Arizona 85546

Kevin T. Hagerick

City of Willcox

101 South Railroad, Suite B
Willcox, Arizona 85643

Joseph Jessop

Colorado City

320 East Newel Avenue
P.O. Box 840809

Hildale, Utah 84784-0809

Terry Rigoni

Copper Market Gas
P.O. Box 245

Bagdad, Arizona 86321

Tom Steeper

Desert Gas Services

50200 Colorado River Road
Ehrenberg, Arizona 85334

Ray Latchem

Desert Gas Services

1709 Utica Square, Suite 240
Tulsa, Oklahoma 74114

Steve Lunt

Duncan Valley Electric/Gas Division
P.O. Box 440

379597 AZ HWY 75

Duncan, Arizona 85534

Tom Meek

El Paso Energy

2 North Nevada Avenue

Colorado Springs, Colorado 80903

Steve Lines

Graham County Ultilities, Inc.
9 West Center Street

P.O. Drawer B

Pima, Arizona 85543

Brian Jaconi

Havasu Springs Resort
2581 Highway 95
Parker, Arizona 85344

Kenny Weickum

Ikard and Newsom

4359 US HWY 64

Kirtland, New Mexico 87419
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Steve Marositz

Kinder Morgan Energy Partners, LP
2319 South Riverside Avenue
Bloomington, California 92316

Gary Simmerman

Mineral Park Inc.

7033 East Greenway Parkway, #120
Scottsdale, Arizona 85254

Joe Campbell

Mineral Park Inc.

8275 North Mineral Park Road
Golden Valley, Arizona 86413

Patrick Scott

Mojave Pipeline

5499 West Needle Mountain Road
Topock, Arizona 86436

Brandon Matthews

Pimalco Aerospace Aluminum
6833 West Willis Road, Box 5050
Chandler, Arizona 85225

Kevin Shaw

Palins LPG Services LP
14702 West Olive Avenue
Waddell, Arizona 85355

Rick Aragon

Questar

1215 South Lake Street
Farmington, New Mexico 87499

Eric DeBonis

Southwest Gas Corp.
Corporate Office

5241 Spring Mountain Road
Las Vegas, Nevada 89150

Jim Lantto

Southwest Gas Corp.

Engineering Staff/Arizona Compliance
3401 East Gas Road

P.O. Box 26500

Tucson, Arizona 85726

Shawn Brink

Southwest Gas Corp.

Central Arizona Division

9 South 43" Avenue

P.O. Box 52075

Phoenix, Arizona 85072-2075

Mark Hingstrum
Southwest Gas Corp.
Southern Arizona Division
3401 East Gas Road

P.O. Box 26500

Tucson, Arizona 85726

Otis Williams
Swissport Fueling, Inc.
4200 East Airlane Drive
Phoenix, Arizona 85034

Nathan Hlavaty

Transwestern Pipeline

8001 Jefferson N.E.
Albuquerque, New Mexico 87113

Paul Huber

Tuba City School District #15
P.O. Box 67

Tuba City, Arizona 86045

Nathan Shelley

Unisource Energy Services

2901 West Shamrell Blvd., #110
Flagstaff, Arizona 86001

John Richardson

Valle Air Park

801 South State HWY 64, Space 100
Valle — Williams, Arizona 85007-2927

William Stephens

City of Benson Gas
160 South Huachuca
Benson, Arizona 85602

Bob Stone

Gila River, L.P.

1250 East Watermelon Road
Gila Bend, Arizona 85337

Ken Leier

North Baja Pipeline LLC
50600 Colorado River Road
P.O. Box 323

Ehrenberg, Arizona 85334

Jeff Hanenburg

Southwest Gas Corp.
Central Arizona Division
East Region

5705 South Kyrene Road
Tempe, Arizona 85283-1729




1 || Fausto Luna

Remote Tank Farm

250 North 55™ Avenue
Phoenix, Arizona 85043

Phil Priebe

Zapco Energy Tactics Corp.
7501 South Swan Road
Tucson, Arizona 86706
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STAFF REPORT
SAFETY DIVISION, PIPELINE SAFETY SECTION
ARIZONA CORPORATION COMMISSION

PROPOSED RULEMAKING ON PIPELINE SAFETY RULES

DOCKET NO. RG-00000A-15-0098

STAFF RESPONSE TO COMMENTS

January 26, 2016




STAFF ACKNOWLEDGEMENT

The Staff Response to Comments for Proposed Rulemaking on Pipeline Safety Rules,
Docket No. RG-00000A-15-0098, was the responsibility of the Staff member listed below.

Robert Mi;ier

Pipeline Safety Manager




During the January 19, 2016 public comment hearing regarding the above captioned
rulemaking proceeding, oral comments indicated further written comments were docketed. Staff
has reviewed the written comments docketed on behalf of Spectrum LNG, the owner of Desert
Gas, a liquefied natural gas facility located at Ehrenberg. The comments provided by Spectrum
are the only written comments that have been provided with regard to the proposed rulemaking.
Below, Staff repeats the comments of Spectrum and, in turn, provides its response to each
comment.

1. The notices were mailed to our old office address. This is frustrating because I
personally changed our mailing address with the Pipeline Safety office during the
resolution of docket G-20923A-15-0030. I did this at the very beginning of the
docket yet the NPRM was still sent to the old address. We were never given the
opportunity to be heard on the matter.

Staff Response:

The address on file with Staff for Desert Gas, LP was updated when Staff was made aware of the
address correction. Likewise, the original notice of proposed rulemaking, the notice of
emergency rulemaking and the notice of supplemental rulemaking were all published in the
Arizona Administrative Register providing notice to the public. The comments of Desert Gas
have been timely received in accordance with the deadline for written comments regarding the
proposed supplemental rulemaking. Through the written comments it provided, Desert Gas has
taken the opportunity to be heard in this matter.

2. This rule change only impacts two operators in the state, we have spoken with ALT
who owns the Topock plant and they were as surprised as we are.

Staff Response:

Staff is unaware of any comments or objections from Applied LNG Technologies (“ALT”). Staff
acknowledges that there are only two Liquefied Natural Gas facilities operating within Arizona,
and the two LNG facility operators are the only operators that would be impacted by a change to
requirements for LNG facilities. Staff would note that ALT has been included on the service list
proposed by Staff on April 27, 2015 in the original notice of proposed rulemaking, and has been
included on the service list throughout the process in this docket thereafter.

Staff believes that the number of facility operators impacted by any rule change does not lessen
the appropriateness of adopting a safety rule change. There is always the potential that more
operators of facilities that would be governed by a particular rule change may begin operation
within Arizona. Additionally, as explained below in response to (3) and (10), transmission
pipeline operators already must comply with a similar requirement.

Staff acknowledges that the rule modification will have a cost impact to those LNG facility
operators that are not already in compliance with the proposed requirements. The Commission
ordered the revision of the economic impact statement from the original notice of proposed
rulemaking to acknowledge the potential of increased testing costs to LNG facility operators. See
Decision No. 75250 (August 26, 2015) at 13. The proposed economic impact statement
acknowledges there will be an increased cost to such operators owing to increased non-




destructive testing. See Notice of Final Rulemaking filed September 16, 2015, attached
Economic Impact Statement.

The extent of the increase is not estimable as there are multiple technologies available to non-
destructively test applicable welds and they vary in relative expense. As the proposed rule
modification does not dictate the testing methodology, Staff believes that the rule provides
sufficient flexibility for LNG facility operators to utilize such non-destructive testing methods as
are already permissible under the Code of Federal Regulations as it has been adopted by reference
into the Arizona rules. Further, the proposed rule modification will only apply to new welds, not
existing welds because the rule would only apply to welds for newly installed, replaced or
repaired pipeline or appurtenances. Staff believes this will moderate any increased testing costs
as it will only have an impact on a going-forward basis.

. We don’t understand why the State of Arizona feels the need to modify Federal
Code 49CFR193.2303 when the other 49 States accept it? We don’t see the rationale
for this change and wonder what safety or economic data was relied upon for this
change? Without doubt the LNG industry is being singled out and to our
knowledge there has been no pipe weld failure to even suggest this change is needed.
This change, if implemented will give pause to other LNG investments that may be
made in Arizona.

Staff Response:

Staff believes that rules that reasonably enhance safety are appropriate. Staff would note that
Arizona has a pipeline safety program that meets federal audit standards and maintains a very
proactive regulatory oversite safety program. In Staff’s experience, more typically, other states
follow Arizona’s example.

Staff is concerned that the operating stresses experienced during the process of liquefying natural
gas warrants increased attention. The process of liquefying natural gas is cryogenic in nature and
involves both increasing the pressure as well as decreasing the temperature of natural gas in order
to change its operating temperature state of a vaporous gas into a liquid. The pressure involved is
comparable to transmission pipe. Staff notes that new welds on transmission pipeline already
requires 100 percent non-destructive testing. Consequently, the proposed requirement puts LNG
facilities on equal footing with the testing requirements in place for facilities that operate under
comparable pressures. Staff further notes that transmission pipe is not subject to comparable
operating temperature stresses. Therefore, the proposed change in testing requirements remains
modest in comparison to the testing requirements for new welds involving transmission pipe.

. We take issue with statements made at the hearing on June 18th that suggest this
rule making was required only to maintain compliance with the Federal code and
that if it wasn’t passed, that funding would be at risk. The notion that funding
would be at risk if the ACC didn’t adept the Federal code is false and deceptive.
Should the enforcement department be allowed to write the rules? This is a public
policy issue and should be treated as such.

Staff Response:




Staff would refer to the transcript of the June 18, 2015 public comment hearing wherein Mr.
Miller states on behalf of Staff,

“This rulemaking is primarily to adopt various updates to provisions of the Code
of Federal Regulations that have been incorporated by reference. Additionally,
there are some clarifications being made to the rules.”

Transcript of June 18, 2015 public comment hearing at page 4 (emphasis added). Staff noted that
there were changes in addition to those that update incorporations by reference of the CFR that
are necessary to maintain compliance with Arizona’s Federal Certification and Grant Program. In
addition, the text of the rule, with the proposed changes properly identified, was published in the
Arizona Administrative Register for all the public to see and in accordance with proper
rulemaking procedure.

The Commission is required to update its rules periodically to maintain currency with the CFR in
order to maintain a pipeline safety program that complies with the terms of Arizona’s Federal
Certification with Department of Transportation’s Pipeline and Hazardous Materials Safety
Administration. Pursuant to that relationship, the Commission must maintain rules that are
consistent with federal requirements. As the federal regulations are continuously being updated,
periodic updates to the Commission’s adoption of federal regulations are likewise necessary so as
not to fall behind the current federal requirements.

Further, in accordance with the Federal Certification and Grant Program each state Pipeline
Safety Program must adhere to the federal certification guidelines to assure full funding. Every
year the Pipeline Safety Section is audited for compliance with federal guidelines. Failure on the
part of Arizona’s pipeline program to adhere to these guidelines will result in decreased funding,
as detailed in section 3.1 of the guidelines which states,

“Adoption of Federal Regulations and Requirements

A State agency participating in the pipeline safety program under a certification is
required to adopt Federal pipeline safety regulations or take steps to adopt such
regulations. Adoption of applicable Federal regulations may be automatic, require State
rulemaking actions, or necessitate State legislative action, and should be adopted within
24 months of the effective date or two general sessions of the State Legislature,
whichever is longer. In addition, a State agency may issue additional or more stringent
standards concerning intrastate pipelines as long as they are compatible with Federal
regulations. Any interpretation of a regulation adopted by a State agency must not
conflict with any opinion/interpretation issued by PHMSA.”

Failure to follow the guidelines may lead to not only loss of funding but ultimately decertification
of the state program.

Staff would point out that safety is a public policy concern. Treating the proposed rulemaking as
a public policy issue does not change the analysis of the appropriateness of adopting the proposed
rules.

This change impacts ongoing work we have in progress. On July 20th we submitted
a package to the Pipeline Safety office advising of a modification to our plant. We




took this proactive measure as part of the ACC approved settlement agreement
docket G-201923A-15-0030 even through the agreement hadn’t been formally
approved by the ACC yet. This point is that on July 22nd Pipeline Safety replied
with an email that approved our very thorough package for a compressor
installation. Section 5.1.3 specifically states the X-ray strategy for the package
which was approved and we have now completed the construction of this package.
Installation is underway and we would like to avoid a conflict over the X-ray
requirements for this ACC staff approved project. We have other projects in
process as well that this rule will impact.

Staff Response:

Staff is familiar with the testing requirements that Desert Gas agreed to in settlement. At this
time, the rule is in effect on an emergency basis and, if it is approved as proposed, would be
applicable only to new welds performed after the effectiveness of the rule. The rule went into
effect on an emergency basis on December 15, 2015.

Under the circumstances described by Desert Gas in its comments, certain facilities were
assembled and welds were conducted in a timeframe prior to the effectiveness of the rule
modification pursuant to an emergency. Those welds were performed in a manner consistent
with the rule requirements applicable at that time. However, new welds performed after
December 15, 2015 would be subject to the new requirements. This would apply to new welds
performed to connect the assemblage to the existing facilities as well as any other new welds
performed as part of the installation process. However, the existing welds that were performed in
compliance with the then current rule requirements do not require further testing. Additionally,
Staff would again note that the non-destructive testing of 100 percent of all welds for newly
installed pipeline or appurtenances does not specifically require that the testing method be X-
Rays.

. Item 3 in the now approved agreement specifically addresses future testing of welds.
During the negotiations for the settlement, ACC Staff had argued for 100% testing
on all future welds. The settlement includes 100% testing on ONLY the welds that
were the cause of the complaint, NOT all future welds.

Staff Response:

The settlement agreement that is referenced is attached to and adopted by Decision No. 75301
(October 27, 2015). At page 8 of the Settlement, the paragraph described as “Testing of Welds for
New Compressor (MRC-6)” sets out the agreed to terms regarding testing of welds. As the
paragraph explains, it is only applicable to welds performed specifically in connection with that
specific methane compressor. As a general proposition, these kinds of settlement agreements
only apply to the matter at hand and do not apply to future matters. As such, Staff believes that
the Settlement reached in resolution of Staff’s complaint against Desert Gas in Docket No. G-
20923A-15-0030 applies only to the issues that prompted the complaint.

With regard to the Settlement’s resolution of any future testing of welds, that term is specified on
Page 9 of the Settlement under the paragraph described as “3. Future Testing of Welds”. As that
provision specifies, Desert Gas agreed that all future welds would meet the requirements of 49 C
FR 193.2013(b)(C). The cited provision is the incorporation by reference of the ASME standards
for quality of welds. Regarding the frequency of non-destructive testing, the ASME requirements




are only implicated in the event that detection of failed welds occurs. See ASME B31.3, Section
341.3.4. However, it does not speak to the frequency of non-destructively testing welds on a
standard basis, in other words, under circumstances where there has not been the detection of a
failed weld. This latter situation is provided for under the National Fire Protection Association
code 59A Section 6.6.3.2. NFPA 59A is separately incorporated by reference into the CFR at 49
CFR 193.2013(c)(F). As the Settlement specifies a CFR code provision that does not relate to the
frequency of non-destructive testing on a standard basis, Staff does not believe that the Settlement
adopted by Decision No. 75301 speaks to the issue that the proposed rule change addresses.

. This has a significant economic impact. I would like to know if the ACC has
calculated the increase cost of future expansion for LNG plant owners and
considered how this action will stymie growth.

Staff Response:

As stated in response to (2) above, the cost impact of the rule change will vary. The costs
associated with the non-destructive testing of welds made to jurisdictional piping can vary widely
based upon the scope of the work, the number of welds being performed, and the method of
testing. The proposed rule change does not specify the testing methodology and thus operators
are free to select appropriate non-destructive testing methods that are already approved under the
ASME as it has been incorporated by reference by the CFR and in turn adopted by reference into
Arizona’s rules.

Under the scenario described in (9) below, many of the welds are part of shop fabricated units
shipped and installed as single components. The proposed rule only addresses those new welds
performed on jurisdictional pipeline at the facility location, in other words, welds performed as
part of the installation, repair or replacement of pipeline or appurtenances. Thus, the total number
of welds to be tested is limited.

. In general, rules, regulations, or statutes are created by one body and enforced by
others. Was the source for this rule the same as the enforcement? Is there any
check and balance in the process?

Staff Response:

Staff does not agree with the proposition that entities that promulgate rules do not in turn enforce
those rules. One of the defining characteristics of administrative agencies is that they combine
aspects of legislative (i.e. the creation of new requirements) as well as executive (i.e. enforcement
of jurisdictional requirements) and potentially judicial (if it likewise internally adjudicates
enforcement) functions. The federal regulatory regime governing pipeline safety also combines
rulemaking and enforcement in one entity.

With regard to the source of the rule, Staff is proposing the rule. The Commission is authorized
to promulgate such rules for the enhancement of pipeline safety due to A.R.S. § 40-441 et seq.
which delegated to the Commission responsibility for the regulation of all natural gas and
hazardous liquids transportation and pipeline facility regulation for the State of Arizona.
Pursuant to A.R.S. § 40-442, the Commission likewise has the authority to enforce compliance
with rules the Commission has issued governing the regulation of natural gas and hazardous
liquids transportation and pipeline facility safety.




10.

The comment likewise poses a query as to the existence of checks and balances. Staff would note
that the Commission must vote to adopt the proposed rule changes in a process that follows the
provisions of the Administrative Procedure Act. Further, the Arizona Commission is an elected
body. Finally, because the rules are not part of the Commission’s exclusive ratemaking
authority, the rules must be reviewed by the Attorney General to determine whether they are
within the Commission’s authority to regulate pipeline safety that was granted to the Commission
by the Legislature.

Our plant integrates several skid-mounted packaged compressors and a few other
pre-fabricated skids with pipe on them. These packages can be installed and
removed and are always manufactured elsewhere. IS all of the on-skid piping
subject to this rule? If so, this will preclude us from being able to use packaged
compressors and systems without having them built according to the rule. The gas
producing states have thousands of these units in operation and don’t have the
100% rule. Did anyone think about this?

Staff Response:

As stated in response to (7) above, the rule would apply only to those welds that are performed on
site at the facility. Prefabricated assemblies would not be impacted by this rule. Nonetheless, it
will remain the operator’s responsibility to provide documentation to demonstrate that the
prefabricated assemblies have been constructed and tested in accordance with other existing
regulations and adopted standards.

I’m told the upshot to this is the elimination of a particular exception provided in
NFPA 59A 6.6.3.2. I’m not challenging the expertise of the ACC, but I would like to
understand why NFPA provided the exception and ACC thinks they erred in doing
so, and the basis for ACC rules which exceed the Federal UDOT PHMSA code and
the American National Standards Institute piping codes which are the industry
standards throughout the industrialized world.

Staff Response:

Staff believes the benefit of adopting the rule is that it improves safety. From a policy
perspective, Staff believes that standards articulate a minimum or a floor for conduct. With regard
to the issue of public safety, the driving force behind rule changes should not be to treat the floor
as the ceiling on what constitutes reasonable or appropriate requirements. Rather, a safety
improvement is appropriate if it can be reasonably anticipated to improve a safety concern.

With regard to the specific safety benefit of the proposed changes, the rule change improves
safety for the reasons explained in response to (3) above. That is to say, the rule will require full
non-destructive testing on all new welds for the installation, repair or replacement of LNG
pipeline or appurtenances. The cryogenic liquefaction process used by an LNG facility exerts
comparable pressure stress on pipe to that witnessed by pipe used for natural gas transmission.
Natural gas transmission pipe (both intrastate and interstate) is already subject to the requirement
of full 100 percent testing of all new welds for the installation, repair or replacement of pipeline
facilities or appurtenances. LNG facilities also operate under high thermal stresses due to the
cooling necessary to liquefy natural gas which is an added stress that natural gas transmission
pipe is not subject to. Considering that LNG facility piping operates under comparable, if not




greater stress than transmission pipe and that the proposed change merely requires LNG facilities
to perform comparable testing with transmission pipelines, Staff believes that the increased
requirements are reasonable.




